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Q. Please state your name and business address. 

A. My name is Eric Lounsberry and my business address is: Illinois Commerce 

Commission, 527 East Capitol Avenue, Springfield, Illinois 62701. 

Q. Are you the same Eric Lounsberry that previously submitted testimony in this 

proceeding? 

A. Yes.  I previously presented direct testimony in this proceeding, ICC Staff Exhibit 

2.00, with supporting schedules ICC Staff Exhibit 2.00, Schedules 2.01 through 

2.04. 

Q. What is the purpose of your rebuttal testimony? 

A. My rebuttal testimony responds to the rebuttal testimonies of Illinois Power 

Company (“IP or “Company”) witnesses Mark Peters, Kevin Shipp and Timothy 

Hower. 

Q. What recommendations are you making in your rebuttal testimony? 

A. I continue to recommend that the Commission find the $370,000 in additional gas 

supply costs that IP incurred as a result of its decision to reduce the peak day 

capacity of its Shanghai storage field imprudent.  I also continue to support the 

two adjustments for imprudently incurred gas costs due to the Commission’s 

findings regarding the prior reconciliation period, Docket No. 00-0714.  In my 

direct testimony, I noted that the Commission had found the Company imprudent 

in Docket No. 00-0714 as a result of its decision to retire the Freeburg propane 
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21 facility and its method of selecting certain swing supply reservation contracts.  I 

calculated that IP imprudently incurred gas costs of $614,000 and $2,000 

respectively during the instant reconciliation period as a result of those decisions. 

 Based upon my review of the above topics, I recommend the Commission make 

a downward adjustment of $986,000, to IP’s 2001 PGA gas costs. 
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Q. Did IP provide testimony to dispute your recommendation to disallow $2,000 of 

gas costs due to a continuation of the Commission’s finding of imprudence in 

Docket No. 00-0714 regarding the method IP used to select certain swing supply 

reservation contracts? 

A. Yes.  IP provided the testimony of Mr. Mark Peters, IP Exhibit 2.1. 

Q. What did Mr. Peters state in his rebuttal testimony? 

A. Mr. Peters’ testimony discussed the two swing contracts that the Commission 

found imprudent in Docket No. 00-0714.  The two contracts were a Dynegy 

Marketing and Trade (“Dynegy”) swing contract and a swing city-gate contract.  

In the instant proceeding I am recommending a disallowance of $2,000 for the 

swing city-gate contract. 

36 

37 

38 

39 

Q. Briefly summarize the events related to the Commission’s imprudence finding for 

the two swing contracts in Docket No. 00-0714. 
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A. The Commission’s Order in Docket No. 00-0714 agreed with my assessment that 

IP’s contract selection criteria that chose gas supply contracts solely on the basis 

of reservation costs was imprudent and that IP should also consider commodity 

cost differences between competing bids when it selects its gas supply contracts. 

 The two contracts in question provided gas supplies to IP from November 2000 

through March 2001.  My testimony in Docket No. 00-0714 noted that IP had 

incurred additional gas supply costs as a result of signing those two contracts 

versus the next best alternative for the months of November and December of 

2000.    

Q. What were Mr. Peters’ comments regarding the Dynegy contract? 

A. Mr. Peters correctly noted that the Commission made a disallowance associated 

with the Dynegy contract in Docket No. 00-0714 for the period November 2000 

through December 2000.  Mr. Peters then stated that in the instant reconciliation 

period for the period January 2001 through March 2001 this contract did not 

cause IP to incur any additional gas costs.  Also, looking at the full term of the 

Dynegy contract, November 2000 through March 2001, Mr. Peters noted that IP 

did not incur any additional costs due to its selection of this contract versus the 

next best alternative.  Mr. Peters’ IP Exhibit 2.2 notes that looking at the full term 

of the Dynegy contract, IP saved $4 versus selecting the next best alternative 

contract. 

58 
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 Mr. Peters then claimed that I transformed IP’s single decision to enter in the 

Dynegy contract into two distinctly separate decisions for prudence review.  
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Finally, Mr. Peters claimed that the net benefit of the Dynegy contract must be 

considered in the calculation of any disallowance for swing contracts in this 

proceeding and in fact that IP should be allowed to recover the amount 

previously disallowed within 00-0714 during this reconciliation period. 

Q. Do you agree with Mr. Peters’ statements? 

A. Yes and no.  I agree an adjustment was made in Docket No. 00-0714 for 

additional cost that IP incurred as a result of signing this contract for the period 

November through December 2000.  I also agree that IP’s calculation shows that 

when considering the full term of the contract, IP did not incur any additional gas 

costs. 

 I also agree that the costs incurred as a result of the Dynegy contract are broken 

down into two distinct prudence evaluations.   However, the use of two different 

evaluation periods is a result of the start and end date of IP’s Purchased Gas 

Adjustment (“PGA”) clause reconciliation and Mr. Lounsberry’s understanding of 

the rules that govern a PGA reconciliation. 

Q. Do you agree that the net benefit of the Dynegy contract must be considered in 

the calculation of any disallowance for swings contracts within this proceeding 

and that IP should recover the amount previously found imprudent in Docket No. 

00-0714 in this reconciliation period? 

A. No.  My disallowances are based upon the cost incurred within the applicable 

reconciliation periods.  I am not aware of any rule or practice that would allow for 
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a recalculation, in the manner requested by IP, of events that occurred in a past 

reconciliation to a different reconciliation period.  Further, I would note that to the 

best of my knowledge IP was not precluded from bringing up the issue of looking 

at the Dynegy contract’s full term impact in Docket No. 00-0714.  The Company’s 

rebuttal and surrebuttal testimony that responded to my testimony about manner 

in which IP selected its swing contracts in Docket No. 00-0714 were filed after 

the Dynegy contract expired in March of 2001. 

Q. What did Mr. Peters’ testimony note about the second swing contract that was at 

question in Docket No. 00-0714? 

A. Mr. Peters claimed that by performing the test put forth in my testimony from 

Docket No. 00-0714, IP would have selected the second swing contract; 

therefore it should not incur any prudence disallowance from that contract in the 

instant proceeding. 

Q. Do you agree with Mr. Peters’ statements about the second swing contract, 

which you found IP incurred $2,000 of imprudent gas costs during the instant 

reconciliation period?  

97 
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A. No.  First, I would note that the test that Mr. Peters prescribes to me was in fact a 

statement of the load factors IP incurred for its swing contracts for the winter 

season of 1999-2000 and 2000-2001, which demonstrated that it was improper 

to assume no gas usage when determining the appropriate firm swing contract to 

select.  Also, my rebuttal testimony in Docket No. 00-0714, pages 23-24 noted 
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that “[p]rior to accepting firm bids that include commodity price differences with 

other offered bids, IP, at a minimum, should investigate a break-even usage rate 

or load factor that those contracts would require in order for the commodity rate 

difference to enter into the equation.”  Further, the Commission, in its Order in 

Docket No. 00-0714, page 34, noted, in part, the following: 

While it may be difficult to estimate the amount of gas that will be 
taken under any particular swing contract, IP’s selection criterion 
wrongly assumes that no gas will be taken.  When IP entered into 
the swing contracts for the 2000-2001 winter season, it knew that it 
purchased gas under each of its swing contracts for the 1999-2000 
winter season at the load factors listed in the preceding paragraph. 
The Commission does not find that Staff’s method for considering 
the commodity costs is the only or best way to do so.  Rather, 
based upon the evidence, the Commission finds the Staff’s method 
is more reasonable than ignoring such costs. 

 I also note that IP, for the same reasons stated above with regard to the Dynegy 

contract, was not precluded from providing information about this particular 

contract for its full November 2000 – March 2001 term.  Finally, based upon the 

information provided in 00-0714, the Commission found the Company’s decision 

to enter into this contract imprudent.  Therefore, I continue to support my 

adjustment that IP incurred $2,000 in imprudent gas costs as a result of this 

contract in the instant proceeding. 
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Shanghai Reduced Peak Day Capacity 

Q. Did IP provide rebuttal testimony regarding your contention that IP was 

imprudent for reducing the peak day capacity of its Shanghai storage field? 
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A. Yes.  IP provided the rebuttal testimonies of Kevin Shipp, IP Exhibit 3.3, and 

Timothy Hower, IP Exhibit 5.0. 

Q. Please summarize the conclusions you reached regarding IP’s reduction of the 

peak day capacity of its Shanghai storage field. 

A. I noted on pages 22 through 24 of my direct testimony that IP should have 

identified and acted upon potential deliverability problems at the Shanghai 

storage field prior to encountering the need to reduce the peak day capacity of 

the field.  I also summarized seven points in support of my opinion. 

1. IP knew that wells at aquifer storage fields experience deliverability 
declines. 

2. IP did not make use of hysteresis curves to monitor its storage field. 

3. IP did not discover a metering error until a problem was found at another 
field. 

4. IP did not capitalize upon observations from monitoring wells. 

5. IP waited more than a year to replace gas misaccounted for due to the 
metering error. 

6. IP’s failure to replace gas misaccounted for due to the metering error may 
have contributed to a well at Shanghai developing a sanding problem. 

7. IP last took action to maintain the Shanghai field’s deliverability in 1994. 

I also made four observations regarding IP’s overall storage operations. 

1. It is uncommon for a utility to reduce the peak day capacity of a storage 
field. 

2. IP reduced manpower levels associated with oversight of its storage fields. 

3. IP reduced its capital spending amounts. 
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4. IP’s ability to identify the root cause of problems and therefore its ability to 
correct those problems is poor. 

Storage Field Deliverability Declines 

Q. What did you state in your direct testimony regarding storage field deliverability 

declines? 

A. I noted that IP, in its response to Staff data request ENG 2.112, provided a study 

that noted downhole damage in wells could cause a deliverability decline of 3 to 

5% a year in wells.  I also noted that since IP reperforated wells at Shanghai in 

the past, IP knew the potential existed for well deliverability at Shanghai to 

decline over time. 

Q. What did IP’s witnesses state regarding your above statements? 

A. IP witnesses did not dispute my statement.  In fact, in response to Staff data 

request ENG 2.203, Mr. Hower noted that the decline in storage field 

deliverability was known in the United States as well as overseas. 

Hysteresis Curves 

Q. What did you state in your direct testimony regarding hysteresis curves? 

A. I noted that my understanding was that hysteresis graphs were an industry 

standard for monitoring the performance of storage fields and that reference 

material IP provided noted that parallel hysteresis loops on a hysteresis graph 

could be indicative of a decline in the productivity of withdrawal wells in aquifer 
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gas storage reservoirs.  I also noted that IP had not plotted the hysteresis graphs 

for its storage fields in order to ascertain the productivity of its withdrawal wells or 

to possibly identify other problems in the field.  Finally, I stated that I believed had 

IP made use of this important diagnostic tool, it could have identified problems at 

the Shanghai storage field much sooner and without incurring the need to reduce 

the peak day deliverability of its storage field. 

Q. How did IP respond to your statements on hysteresis curves? 

A. On page 10 of his rebuttal testimony, Mr. Shipp noted that hysteresis graphs are 

another tool to monitor and verify inventory.  Mr. Shipp also commented that 

since the incorrect inventory levels were not recognized until 2000, the data IP 

would have used to make these plots would have been incorrect and only shown 

an incorrect plot.  Mr. Hower, on pages 14 and 15 of his rebuttal testimony, noted 

that he would disagree with any implications that hysteresis plots are a technique 

for monitoring gas storage reservoirs that is preferred to other methods that he 

discussed in his testimony.  Mr. Hower also noted that he believed a prudent 

storage operator should rely on numerous methods to monitor its inventory and 

not rely only on one method. 

Q. Did you recommend that IP rely only on one method to monitor its storage field? 

A. No.  My testimony stated that IP should have also plotted hysteresis graphs to 

monitor its storage operations.  In fact, when I met with IP on June 11, 2001, IP 

personnel said that they intended to start plotting hysteresis graphs again. 
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Q. Did IP disagree with your contention that hysteresis graphs are an industry 

standard? 

A. Mr. Shipp’s and Mr. Hower’s rebuttal testimonies do not dispute my statement, 

however, in response to Staff data request ENG 2.210 Mr. Hower notes that 

hysteresis plots are widely used, but that their use is by no means universally 

accepted. 

Q. Do you still believe that IP should plot the hysteresis curves for its storage fields? 

A. Yes, especially, the Shanghai storage field. 

Q. Why do you believe IP should plot the hysteresis curves for its Shanghai storage 

field? 

A. Mr. Shipp, on page 4 of his rebuttal testimony, noted that weather and gas 

consumption, or the lack thereof, have a substantial impact on the Company’s 

ability to diagnose, correct and verify any changes in the Shanghai field’s 

deliverability because it services a captive load.  If the Company is not 

experiencing a normal or severe winter season, the load at Shanghai will not be 

adequate enough to fully test any changes made to the field during the prior 

period.  Given the limitations that Mr. Shipp attributes to IP’s ability to monitor the 

Shanghai field, it makes sense that IP should use all reasonably available 

monitoring tools, such as hysteresis curves. 

Q. Do you continue to believe that had IP made use of this important diagnostic tool, 
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it could have identified problems at the Shanghai storage field much sooner and 

without incurring the need to reduce the peak day deliverability of its storage 

field. 

A. Yes. 

Undiscovered Metering Error 

Q. What did you state in your direct testimony regarding the metering error that 

caused the misaccounted for gas? 

A. My testimony noted that based on a meeting I had with IP personnel on June 11, 

2002, my understanding was that IP did not find the metering error at Shanghai 

that caused 18.5% of the Shanghai field top gas to be misaccounted until it had 

found an error with the metering at Hillsboro and then IP decided to also check 

the metering at Shanghai to ensure no errors occurred there as well.  During the 

course of this review, IP found the problem at Shanghai. 

223 

224 
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228 

229 

230 

231 

232 

233 

Q. What did IP’s testimony note regarding the discovery of the metering error at 

Shanghai? 

A. Mr. Shipp’s rebuttal testimony, pages 11 through 13, noted that IP, in a winter 

operations review meeting after the season of 1998-1999, decided to initiate a 

review of all storage fields for accuracy and deliverability to address certain 

issues that had been noticed in the prior winter.  Further, in response to Staff 

data request ENG 2.168, the Company noted that IP requested this review as 
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part of its efforts to identify causes of lost deliverability at Shanghai.  Finally, IP 

noted during the June 11 meeting between myself and IP personnel, the IP 

employee simply expounded on the fact all metering was being checked and that 

a problem with the orifice metering at Hillsboro was identified prior to checking 

the metering at Shanghai and that I misunderstood why IP checked the metering 

at Shanghai after finding a problem at Hillsboro. 

Q. Does IP’s testimony resolve all of your concerns regarding the manner in which 

the metering error was discovered? 

A. No.  IP disputes my understanding of the information that I received at the June 

11 meeting with IP personnel.  However, IP provides two different versions for 

why the information I provided in my direct testimony about the June 11 meeting 

is incorrect.  First, IP, in response to data request ENG 2.168 states the review 

was done to identify causes of lost deliverability at Shanghai.  Then Mr. Shipp, in 

his rebuttal testimony, states the review was done as a result of a winter 

operations review meeting after the season of 1998-1999. 

Based upon my understanding about the above information, IP was concerned 

with Shanghai’s deliverability, but checked the Hillsboro metering first.  I would 

expect that if IP had concerns with the Shanghai storage field, it would check the 

metering at Shanghai first rather than Hillsboro.  Given the information I have 

available at this time, it does not make sense for IP to check the Hillsboro 

storage field’s metering first.  In an attempt to resolve this concern, I have 

requested copies of notes taken during the winter operations review meeting 
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discussed above to clarify this topic, but this response will not arrive until after my 

rebuttal testimony is filed.  Therefore, IP should also attempt to clarify this topic in 

its surrebuttal testimony. 

Monitoring Well Observations 

Q. What did you state in your direct testimony regarding the monitoring well 

observations? 

A. I noted that based upon the information that I discussed with IP personnel at the 

June 11, 2002 meeting, IP had failed to capitalize upon or make use of the 

observation that gas was not being detected or observed in the monitoring wells 

at Shanghai.  I also stated that, at a minimum, IP should have investigated 

potential problems at the storage field prior to its discovery of a metering error at 

the field.  I also noted that the information provided to me by the Company in 

response to Staff data request ENG 2.170, which noted that there were no years 

in which natural gas was not detected within monitoring wells (also called 

observations wells), versus the discussion I had with IP personnel at the June 11 

meeting was not consistent. 

Q. What did IP’s testimony note regarding your statements? 

A. Mr. Shipp, on page 13 of his rebuttal testimony, noted that the response IP 

provided within ENG 2.170 was accurate.  However, he pointed out that the 

question I asked in ENG 2.170 would not reveal information about the topic that 

was discussed at the June 11 meeting, due to possibly a misunderstanding 
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regarding the phrase “go to gas.”  Mr. Shipp further stated that whether you 

detect gas at the monitoring well or not, it is not indicative of having a 

deliverability problem.  Aside from that comment, neither Mr. Shipp nor Mr. 

Hower addressed my comments regarding IP potentially making use of the fact 

that observation wells did not “go to gas”. 

Q. What does the phrase “go to gas” mean? 

A. Mr. Shipp, on pages 13 and 14 of his rebuttal testimony, noted that IP’s definition 

of “go to gas” is that there is a much higher gas saturation at the well head.  At 

that time, IP valves the well off so that natural gas is not venting to the 

atmosphere. 

Q. Do you continue to believe the failure of monitoring wells to “go to gas” should 

have prompted some action by IP? 

A. Yes. 

Q. Do you have any information regarding when IP was aware of the failure of 

observation wells at Shanghai to “go to gas”? 

A. Yes.  The Company’s response to Staff data request ENG 2.177, Attachment 1, 

is a copy of a confidential document dated April 10, 2001, entitled Shanghai Field 293 

2001 Review of Peak Day and Annual Performance (“2001 Shanghai Report”).  294 

On page 16 of this report, it notes the last time the edge observation wells have 295 

gone to pressure (which I take to mean “go to gas”) are F-6 in 1992, Lawless #1 296 
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in 1993, Carlson #1 in 1993 and Johnston #1 in 1996.  There is also a note on 297 

this page that states as follows: “Note: more recent data similar to below will be 298 

included in the final report.  It will indicate the edge observation wells have not 299 

had gas reach them in recent years”. 300 
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315 
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Q. What does the final report note on this topic? 

A. I was not provided with a final report.  I have requested one, should one exist, as 

well as an explanation of why a final report would not exist, but that will not arrive 

until after I file my rebuttal testimony.  Therefore, I request that IP address the 

existence of a final report and its contents in its surrebuttal testimony. 

Q. Do you continue to believe that IP could have acted upon the knowledge that the 

monitoring wells at Shanghai were no longer going to gas? 

A. Yes. 

Delay in Replacing Misaccounted for Gas  

Q. What did you state in your direct testimony regarding about the Company’s delay 

in replacing the misaccounted for gas? 

A. I noted that once IP identified the metering error, the Company delayed for more 

than one year the replacement of the majority of the gas misaccounted for due to 

the metering error.  I also noted that the inexplicable delay in replacing the 

misaccounted for gas may have contributed to the subsequent deliverability 

problems with the Shanghai storage field. 
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Q. What did IP’s witnesses state regarding your above statements? 

A. Mr. Shipp, on page 9 of his rebuttal testimony, noted that during the late 1980’s 

IP only had a total inventory in the field of 10 BCF, which was 11.3% less than 

the 2001 inventory of 11.3 BCF and did not experience deliverability problems.  

Mr. Shipp also noted, on page 14, that based on historical load patterns, IP did 

not see the purpose of injecting additional gas, which would not be able to be 

retrieved based on limited demand. 

Mr. Hower noted on page 22 of his rebuttal testimony that he did not agree with 

my conclusion that the failure to replace the gas in a timely fashion may have 

contributed to the subsequent deliverability problems.  Mr. Hower stated that the 

deliverability of a gas storage field is related to the gas inventory simply because 

it is a function of pressure.  Therefore, with respect to deliverability, it does not 

matter if there was a delay in replacing any gas lost in the reservoir, any drop in 

reservoir pressure would be restored and along with it, the field deliverability. 

Q. Do you agree with the Company witnesses’ statements? 

A. No.  I generally agree with Mr. Hower that deliverability of a storage field is 

related to gas inventory because it is a function of pressure.  However, the 

problems at Shanghai are more complex than that.  In fact, I believe the 2001 

Shanghai Report contradicts the statements made by the Company witnesses.  

This Company report noted several factors that contributed to the decline in 336 

deliverability at Shanghai.  Two of these factors directly relate to the statement 337 
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made by the Company witnesses within this proceeding.  These two factors were 338 

that an increase in water production at edge wells due to low inventory levels 339 

reduced field deliverability and the reduction in the total gas volume at Shanghai 340 

between 1984 and 1987 may have adversely affected field performance. 341 

Q. How does the 2001 Shanghai Report contradict the statements made by IP’s 342 

witnesses on this subject? 343 

A. First, Mr. Shipp noted above that the Shanghai storage field operated in the late 344 

1980s at inventory levels below current levels without impacting the deliverability 345 

at that time.  However, IP’s own report notes that the reduction in total gas 346 

volumes during that time period may have adversely impacted field performance 347 

at a later date. 348 

 Second, Mr. Hower noted he disagreed with my contention that the failure to 349 

replace the misaccounted for gas in a timely fashion impacted the field 350 

deliverability.  In fact, he stated that it does not matter if there was a delay in 351 

replacing any gas lost in the reservoir, any drop in reservoir pressure would be 352 

restored and along with it, the field deliverability.  However, IP’s own report noted 353 

that the lack of gas inventory was causing water production in the edge wells 354 

that, in turn, was causing deliverability problems.  Had IP replaced the 355 

misaccounted for gas immediately, IP may not have experienced water 356 

production problems at its edge wells. 357 

358 Well Developing a Sanding Problem 
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Q. What did you state in your direct testimony regarding one of the Shanghai 

storage field’s wells developing a sanding problem? 

A. I noted that the Company’s failure to replace the gas lost due to a metering error 

might have contributed to one of Shanghai’s wells developing a sand production 

problem, since none of Shanghai’s wells in the past had developed a sanding 

problem. 

Q. What was IP’s response to your statement? 

A. Mr. Hower, on pages 22 and 23 of his rebuttal testimony, noted that he was not 

aware of any theoretical basis or field examples where a reduced gas inventory 

was identified as a cause of sand production in storage wells.  He further stated 

that in his opinion a reduced gas inventory would actually tend to prevent sand 

production problems rather than cause them. 

Q. How long has the Shanghai storage field operated? 

A. Mr. Hower’s rebuttal testimony, page 7, noted the Shanghai storage field has 

operated for approximately 33 years. 

Q. Did Mr. Hower state what he thought may have caused a well at the Shanghai 

storage field to develop a sanding problem for the first time after 33 years of 

operation? 

A. No. 

Q. Did Mr. Hower dispute your statement that a well at the Shanghai storage field 
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379 

380 

381 

382 

383 

384 

developed a sanding problem after the field was operated with a reduced level of 

gas inventory? 

A. No. 

Q. Do you have any additional information regarding a linkage between the reduced 

inventory levels at the Shanghai storage field and one of its wells developing a 

sanding problem? 

A. Yes.  As discussed above, the 2001 Shanghai Report noted an increase in water 385 

production from edge wells.  A means of maintaining deliverability with increased 386 

water production is to increase the drawdown pressure placed on the storage 387 

field.  However, doing this could also increase the risk of damaging the well bore. 388 

389 

390 

391 

392 

393 

Q. What is drawdown pressure? 

A. The drawdown pressure is the difference between the pressure in the storage 

reservoir and the surface. 

Q. Why do you believe the drawdown pressure may be related to the sanding 

problem at Shanghai? 

A. During my June 11, 2002 meeting with IP, I obtained a copy of a report dated, 394 

October 7, 1999 whose cover memo noted the topic was the Hillsboro Field 395 

Annual and Peak Day volume rating change.  The introduction of this report, in 396 

part, noted the following:  “To reduce the possibility of sand production into the 397 

injection – withdrawal well bores, it is also recommended the field’s drawdown 398 
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pressures be limited at all times to a maximum of 100 psi and any resulting 399 

deliverability reductions be replaced by alternate gas supplies.  However, it is 400 

anticipated the revised annual and daily deliverability ratings can be achieved 401 

without exceeding the drawdown limit.” 402 

403 

404 

405 

406 

407 

408 

409 

410 

411 

412 

413 

414 

415 

416 

417 

418 

419 

 In response to Staff data request ENG 2.183, IP noted the Shanghai storage field 

drawdown limit is 150 psi.  This response also noted that this limit is a guide for 

the gas controllers to monitor what the field is doing and that the gas storage 

engineer and technical staff can and do make the decision to exceed the limits if 

the field is being monitored by field personnel.  Finally, Attachment 1 to the 

Company’s response to ENG 2.183 provided a listing for each hour of each day 

from 1999 through 2001 that the drawdown pressure of 150 psi was exceeded.  

This attachment noted approximately 1,200 occurrences when the drawdown 

pressure was exceeded. 

Q. What does the above information tell you? 

A. IP’s Hillsboro storage field, with a history of sanding production problems has a 

set drawdown pressure that cannot be violated.  However, the Shanghai storage 

did not operate under such stringent constraints.  Also, IP was operating the field 

at reduced inventory levels and was having water production problems at some 

wells.  Based upon this information, I continue to believe that the sanding 

problem that occurred at the Shanghai field might be related to IP’s failure to 

replace the gas misaccounted for due to the meter error in a timely fashion.  
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434 
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Past Actions to Maintain Shanghai Deliverability 

 Q. What did you state in your direct testimony regarding IP’s past actions to 

maintain Shanghai storage field’s deliverability? 

A. I noted that the last occasion that IP took action to maintain the Shanghai storage 

field’s deliverability was a casing repair and two well perforations in 1994.  This 

information came from the Company’s response to Staff data request ENG 

2.112. 

Q. What was IP’s response to your statement? 

A. IP did not directly reply to my statements on this topic.  However, Mr. Shipp on 

pages 7 and 8 of his rebuttal testimony provided a listing by year for the period 

1993 through 2002 of the specific enhancements and studies that IP has 

performed on Shanghai. 

Q. Did Mr. Shipp’s testimony indicate if any of the projects he listed were 

undertaken to enhance or maintain the deliverability of the Shanghai storage 

field? 

A. No.  However, Mr. Shipp, on page 6 of his rebuttal testimony, did indicate that IP 

had “initiated numerous projects to circumvent potential problems while trying to 

ensure the maximum deliverability rating”.  Therefore, to avoid any confusion 

between the information the Company provided in response to Staff data request 

2.112 and Mr. Shipp’s rebuttal testimony, I request IP clarify what specific actions 
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455 
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458 

459 

it has undertaken since 1993 to maintain the Shanghai storage field’s 

deliverability. 

Q. What was the significance of the 1994 date that IP provided to you as the last 

date it had taken action to maintain the deliverability of Shanghai? 

A. Since IP had not performed any work on a well bore at the Shanghai storage field 

since 1994 and given the potential 3-5% degradation per year in well 

performance, I could have expected the potential for a deliverability decline at 

wells with downhole damage in the range of 21 to 35 percent. 

Conclusion 

Q. Did IP’s rebuttal testimony cause you to change your opinion regarding any of 

the seven reasons you listed in your direct testimony as reason why the 

Company’s decision to reduce the peak day capacity of its Shanghai storage field 

was imprudent? 

A. No.  In fact, based upon the information that I received from the Company as a 

result of its rebuttal testimony, I am only more convinced that IP should have 

identified and acted upon the potential deliverability problems prior to 

encountering the need to reduce the peak day capacity of the field.  Further, I 

believe the 2001 Shanghai Report in some instances contradicts the conclusions 

reach by IP’s own witnesses in this proceeding. 

 22 
 
 



         Docket No. 01-0701 
         ICC Staff Exhibit 4.00 
 

459 

460 

461 

462 

463 

464 

465 

466 

467 

468 

469 

470 

471 

472 

473 

474 
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476 

477 

478 

Overall Storage Concerns 

Uncommon to Reduce Peak Day Capacity 

Q. What did you state in your direct testimony regarding the reduction of peak day 

capacity in a storage field? 

A. My direct testimony noted that it was uncommon for a utility to reduce the peak 

day capacity of its storage fields, yet IP had reduced the peak day capacity of 

both of its largest storage fields. 

Q. What did IP say in response to your above statement? 

A. Mr. Hower, on pages 9 and 10 of his rebuttal testimony, noted that he did not find 

it unusual that IP had reduced the peak day capacity of the Shanghai storage 

field.  He also said that in his experience storage field operators are constantly 

working to minimize the natural degradation that incurs in aquifer reservoirs over 

time. 

Q. Was Mr. Hower aware of any other entities that had reduced the peak day 

capacity of their storage fields? 

A. Apparently not.  Staff data request ENG 2.205 asked Mr. Hower if he knew of 

any other storage field operator that had reduced the peak day capacity of its 

storage fields and specifics about each instance.  Mr. Hower’s response 

referenced his response to ENG 2.203.  The response to ENG 2.203 contained a 

series of articles about various aspects of natural gas storage.  However, I did 
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494 

495 
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497 

not note any articles that dealt with any storage field operator reducing the peak 

day capacity of its storage field. 

Reduction in Manpower Levels 

Q. What did you state in your direct testimony regarding a reduction in manpower 

levels associated with IP storage fields? 

A. My direct testimony noted that IP had reduced the manpower levels associated 

with the oversight of its storage fields. 

Q. What was IP’s response to your statement? 

A. IP did not disagree that there were fewer storage field supervisors, but Mr. Shipp, 

on page 17 of his rebuttal testimony, noted that in 1995, IP adopted a manpower 

plan that instituted a self-directed work team philosophy.  This plan included a 

reduction in supervisory positions, but at the same time upgraded one of the 

operation’s positions to foreman.  Mr. Shipp, on pages 17 and 18 of his 

testimony, then noted the various courses or conferences the storage operators 

attended to increase their level of expertise. 

 Mr. Shipp also noted, on pages 18 and 19 of his rebuttal testimony, that the 

concept of the self-directed work teams is a group of individuals that have the 

same duties and responsibilities as everyone else within the group.  This group is 

responsible and accountable for the functions that are performed at the field.  Mr. 
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516 

Shipp then referred to the concept with the adage that two heads are better than 

one. 

Q. Did your review in this proceeding involve a comparison of IP’s actions pre-self-

directed work team versus post-self-directed work team at its storage fields? 

A. No.  My review simply noted that IP had reduced the number of supervisors at 

the storage field from a maximum of four individuals in 1991 to the one individual 

at the beginning of 2000.  However, I would note that much of the activities that 

lead up to IP’s decision to reduce the peak day deliverability at Shanghai 

occurred while under the self-directed work teams. 

Reduction in Capital Spending 

Q. What did your direct testimony note regarding the Company’s level of capital 

spending associated with its storage operations? 

A. I noted in my direct testimony that based upon the five years of data provided, 

the Company had reduced the level of capital expenditures below historical levels 

while keeping operations and maintenance expense fairly constant for a 

considerable amount of time.  I also noted that this might indicate that the 

Company is being reactive rather than proactive when determining when to make 

upgrades or other improvements at its storage fields. 

Q. How did IP respond to your comments? 
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A. Mr. Shipp, on pages 23 through 25 of his rebuttal testimony, discusses IP’s 

commitment to storage.  Mr. Shipp noted that IP continues to invest capital 

dollars, as deemed necessary, to support its gas storage fields.  Mr. Shipp also 

noted that my analysis used the two highest budget years to compare to the two 

years with the lowest costs.  Mr. Shipp stated that the two years with the highest 

costs were much larger due to specific large budgeted projects that needed to be 

performed. 

 Mr. Shipp also provided a list of various operations and maintenance and capital 

projects that IP has funded since 1993.  The confidential version of Revised IP 

Exhibit 3.4, also notes the amount spent on those specific capital projects for 

each year. 

Mr. Hower, on page 21 of his rebuttal testimony, noted that IP had re-perforated 

all eight injection/withdrawal wells at Shanghai in the 1990’s, performed a study 

that compared neutron logs in 1998, and most recently retained Halliburton 

Energy Services (“Halliburton”) in 2001 to perform numerous deliverability tests 

and well enhancement treatments as examples that IP has been proactive in 

past years in attempting to maintain the deliverability of its aquifer storage fields. 

Q. Where you able to use the information from IP’s Revised Exhibit 3.4 to provide a 

longer term evaluation of IP’s capital budget? 

A. No.  I did add all of the capital project cost together for each year to see if a 

longer term analysis could be conducted, but I noticed that I was not getting a 
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538 good correlation between the projects listed and the information I was previously 

provided by IP.  For example, I encountered a difference in excess of $1,000,000 539 

for the individual projects listed by IP in 2001 on Revised IP Exhibit 3.4 versus 540 

the values shown in ICC Staff Exhibit 2.00, Schedule 2.04.  Therefore, I could not 

make any meaningful use of the information provided by IP Revised IP Exhibit 

3.4. 

541 

542 

543 

544 

545 

546 

547 

548 

549 

550 

551 

552 

553 

554 

555 

556 

557 

558 

Q. Do you agree with the comments made by Mr. Hower regarding how proactive IP 

was with regard to the Shanghai storage field? 

A. No.  I have not reviewed information prior to or during the time frame when IP 

decided to re-perforate Shanghai’s wells in the early 1990’s, so I cannot state 

whether that was or was not proactive.  However, the 1998 report that I have 

regarding Shanghai was a report on the historical gas leakage from that field and 

dealt with the topic of whether or not IP was convinced that gas was no longer 

leaking from the field.  I do not see how performing this study is considered 

proactive; instead it was a necessary study to ensure IP had corrected a leak at 

Shanghai. 

 Finally, IP’s hiring of Halliburton came after it had reached the conclusion that it 

needed to reduce the peak day capacity of the Shanghai storage field.  My direct 

and rebuttal testimony outline why IP was not proactive in identifying problems 

with Shanghai.  The hiring of Halliburton after ignoring other problems that I have 

detailed cannot be considered proactive.  
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Root Cause Analyses 

Q. What did your direct testimony conclude regarding the Company’s ability to 

perform root cause analyses? 

A. My direct testimony noted that events surrounding the reduction in the peak day 

capacity of the Shanghai storage field and the Hillsboro Incident discussed on 

pages 31 through 38 of my direct testimony indicate poor oversight by the 

Company in its ability to identify and act upon problems facing its storage 

operations.  This also calls into question IP’s ability to operate its storage 

operations in a safe, reliable, and efficient manner. 

Q. How did IP respond to the above statements? 

A. Mr. Shipp, on pages 20 through 22 and pages 25 through 27 of his rebuttal 

testimony, noted the various reasons why he believes IP operate its storage 

fields in a safe, reliable, and efficient manner.  Mr. Shipp also copied the 

definitions I provided in response to Company data request 59 for the terms 

“safe”, “reliable”, and “efficient” on an individual basis. 

 Specifically, Mr. Shipp’s rebuttal testimony discusses how the Company relies 

upon its storage fields for peak day supplies; how improved automation and 

remote control of control systems has improved efficiencies; that IP has only 

received one non-compliance at its storage fields in the last 10 years; how it 

safely shut down the Hillsboro storage field after the events involved in the 

Hillsboro Incident discussed in my direct testimony; and how IP was able to 
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591 

restore the Hillsboro storage field to 65% deliverability within five days of incident 

and to 100% deliverability within five weeks of the incident. 

Q. Do you disagree with any of the information that Mr. Shipp provided regarding 

the above statements? 

A. No. 

Q. Do you agree with the manner that Mr. Shipp assumed you used the phrase 

“safe, efficient, and reliable” in your direct testimony? 

A. No.   Mr. Shipp uses each term individually, however, my testimony uses those 

terms as a complete phrase. 

Q. Why did you use the phrase “safe, efficient, and reliable” in your direct 

testimony? 

A. I used this phrase because that was the terminology that IP used in its response 

to Staff data request ENG 2.149.  This response noted in relevant part that: the 592 

Company in 1995 and continuing through early 2000 implemented a review of its 593 

storage field operations to assure the continuance of safe, reliable and efficient 594 

operations.  As a result of this review IP determined that its storage field 595 

operations could be conducted in a safe, reliable and efficient manner with one 596 

supervisor and by modifying the responsibilities of the operators and changing 597 

work practices. 598 

599 Q. Do you still believe that your review indicated that the Company’s ability to 
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identify and therefore act upon problems facing its storage operations is poor and 

that this also calls into question IP’s ability to operate its storage operations in a 

safe, reliable, and efficient manner? 

A. Yes.   

Conclusion 

Q. Did IP’s rebuttal testimonies cause you to change your opinion regarding any of 

the four reasons you listed in your direct testimony as overall concerns you had 

regarding IP’s storage operations? 

A. No.  

New Items Brought Up by IP 

Q. In addition to responding to the specific points of your direct testimony, did IP’s 

witnesses bring up related topics that are not addressed above? 

A. Yes.  Mr. Shipp discussed the difficulty that IP faces with monitoring the 

Shanghai storage field and a past leak at Shanghai.  Mr. Hower discussed the 

expected life of a storage field.  

Shanghai Serves Captive Load 

Q. What did Mr. Shipp say regarding IP’s ability to monitor its Shanghai storage 

field? 

A. Mr. Shipp, on page 4 of his rebuttal testimony, noted that weather and customer 
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consumption will have substantial impact on the Company’s ability to diagnose, 

correct and verify any changes to a storage aquifer’s characteristics.  Particularly, 

in the case of Shanghai, if the Company and its customers are not experiencing 

a normal to severe winter season, the load that Shanghai serves will not be 

adequate to fully test the field.  This happens because the field only serves the 

immediate area around the field and load cannot be created to test the field. 

Q. Do you agree with Mr. Shipp’s statement? 

A. Yes and no.  I agree that the Shanghai storage field is load constrained to just 

meet local demand.  However, I do not agree that this necessarily limits IP ability 

to test individual well deliverability at the field.  The Shanghai storage field 

contains eight injection/withdrawal wells.  IP has the option to close the valve on 

each well, in essence turning them off, to test the operation of the other wells.  In 

fact, IP’s response to Staff data request ENG 2.160 noted that Halliburton 

conducted a study of well performance at Shanghai in late summer of 2001.  

Since Halliburton was able to conduct individual well tests, I fail to see why IP 

could not have done something similar.  Therefore, IP could have performed 

individual well deliverability tests prior to encountering the need to reduce the 

peak day capacity of the Shanghai storage field. 

Prior Leak at Shanghai 

Q. What did Mr. Shipp indicate regarding a leak at Shanghai? 

A. Mr. Shipp, on page 12 of his rebuttal testimony and in response to Staff data 
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request ENG 2.185, indicated that IP detected a casing leak at Moberg #1 in the 

1990-1992 time frame.  Work was done in 1992 to stop the leak and in 1994 the 

well casing that caused the leak was replaced.  The amount of the suspected 

leakage was 661,000 Mcf. 

During the period 1995 through 1999, IP injected additional gas to make up for 

the gas lost due to the casing leak.  Mr. Shipp noted that the size of the injection 

due to the casing leak was similar to the size of the gas misaccounted for due to 

the meter error, which made it difficult to identify the gas lost due to the metering 

error.  Finally, in response to Staff data request ENG 2.185, IP noted that gas 

was injected over the five-year period to avoid pushing gas off structure. 

Q. Why did IP spread the injections to replace the gas lost due to the casing leak 

over a five-year period? 

A. According to the Company’s response to Staff data request ENG 2.185, the gas 

was injected over that time frame to avoid pushing gas off structure and not 

being able to recover it.  

Q. What information did you review regarding this leak? 

A. I reviewed the 2001 Shanghai Report as well as the June 18, 1998 study on the 

Shanghai leak that was provided in the Company’s response to Staff data 

request ENG 2.177, Attachment 2.  These reports confirm the information 

provided above by Mr. Shipp. 
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660 Q. Do these reports provide any further information? 

A. Yes.  The 2001 Shanghai Report noted the failure of a monitoring well to go to 661 

gas in 1996 as well as the other wells noted previously.  Therefore, IP was aware 662 

it appeared it was injecting more gas that it was withdrawing starting in 1995, but 663 

was still not observing gas in some monitoring wells where it had observed gas in 664 

the past and then had another monitor well in 1996 stop going to gas.  The 665 

Company also was slowly replacing gas lost due to the casing leak in order to 666 

avoid pushing gas off structure.  This suggests that IP expected the gas 667 

contained within the reservoir to expand rather than contract.  Therefore, the lack 668 

of response from Shanghai’s monitoring wells after beginning the replacement of 669 

gas from the casing leak should have provided IP with plenty of warning that 670 

further problems existed at its Shanghai storage field. 671 

672 

673 
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675 
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678 

679 

Storage Field Life 

Q. What did Mr. Hower note about the life of a storage field? 

A. Mr. Hower noted on page 7 of his rebuttal testimony that a gas storage field has 

an expected life of 30 to 50 years.  In response to Staff data request ENG 2.204, 

he noted that “expected life” was meant to refer to the period of time where the 

operation of a gas storage field remains economically attractive to the operator. 

Q. Do you agree with the estimate of 30 to 50 years on the life of a storage field? 

A. No.  My understanding is that the first storage fields were developed in Illinois in 
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the mid to late 1950s and that most storage fields currently operating in Illinois 

were placed into operation in the time frame of late 1950s through early 1970s.  

Using Mr. Hower’s statement many of the storage fields located in Illinois should 

face retirement in the near future.  However, aside from IP retiring its smallest 

storage field last year, I am not aware of a utility retiring a storage field. 

Conclusion 

Q. Did the Company’s rebuttal testimony persuade you that your proposed 

adjustment regarding the Company’s decision to reduce the peak day capacity of 

its Shanghai storage field was improper? 

A. No. 

Q. Does this conclude your rebuttal testimony? 

A. Yes. 
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